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Abstract
This study included the analysis of prepared comprehensive financial statements with the transi-
tion to accrual-based accounting system from cash-based accounting system in the public institutions 
in 2006. In Turkey, there is no specific method developed to the goals of public institutions. GASB 1 
Reporting Model, which is a model developed in the USA, and is not yet used in Turkey, has been ap-
plied by taking financial statements data of the Istanbul Metropolitan Municipality. The study was car-
ried out using the institution’s balance sheets and statement of financial performance for 2006-2014. 
Using ratios developed in the model, the financial condition of institution was measured from four 
different aspects: cash solvency, budget solvency, long-term solvency, and service-level solvency, and 
the results were analyzed. The purpose of the study is the implementation of financial analysis meth-
ods to have a public sector accounting information system that will achieve a financial structure which 
can measure, evaluate and develop the financial condition of public institutions by decision-making 
and that will contribute to the efficient and comprehensible use of the produced information by deci-
sion-makers in Turkey.
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Belediyelerde Mali duruM analiZi: türkiye Örneği
Öz
Bu çalışmada, 2006 yılında kamu kurumlarının nakit esaslı muhasebe sisteminden tahakkuk esaslı 
muhasebe sistemine geçmesiyle birlikte üretilen kapsamlı mali tabloların analizine yer verilmiştir. 
Türkiye’de kamu kurumlarının amaçları doğrultusunda geliştirilmiş özel yöntemler bulunmamakta-
dır. Ancak ABD’de geliştirilen ve ülkemizde henüz kullanılmayan bir model olan GASB raporlama 
modeli, İstanbul Büyükşehir Belediyesi mali tablo verileri ele alınarak uygulanmıştır. Çalışma, kuru-
mun 2006 - 2014 yıllarına ait bilanço ve faaliyet sonuçları tablosu verileri kullanılarak gerçekleştiril-
miştir. GASB raporlama modelinde yer alan oranlar kullanılarak, kurumun mali durumu nakit ödeme 
gücü, bütçe yapısı, uzun vadede borç ödeme gücü ve hizmet sürdürebilirliği olmak üzere dört açıdan 
analiz edilerek, sonuçlarına yer verilmiştir. Çalışmanın amacı, ülkemizde kamu kurumlarının mali du-
rumunu ölçebilecek, değerlendirebilecek ve kararlar alabilen bir mali yapıya kavuşmasını sağlayacak 
bilgi üreten bir muhasebe sisteminin geliştirilmesine ve üretilen bilgilerin karar vericiler ve kamuoyu 
tarafından daha anlaşılır ve etkili bir şekilde kullanılmasına katkı sağlayacak mali analiz yöntemleri-
nin uygulanmasıdır.
Anahtar Kelimeler: Muhasebe, Belediyeler, Mali Durum, Analiz Yöntemleri
I. INTRODUCTION
Accounting in public finance management is a crucial information system that enables 
the accounting and managing how and where they are used of public resources. It also en-
ables managers who can hold public resources to use them rationally within their authoriza-
tion limits and accountability. A well-structured information system provides accurate, reli-
able, timely and sufficient information to managers during decision-making processes. This 
enables managers to make efficient, timely and correct decisions while financial transpar-
ency is achieved and while management fulfills the responsibility of accountability. These 
points can only be achieved with a healthy public sector accounting. (Republic of Turkey 
Ministry of Finance General Directorate of Accounting [MFGDA], 2006: 10).
The success of public sector institutions’ current and future activity performance can be 
measured, evaluated and developed by a developed accounting and reporting system. There-
fore, public sector accounting should produce accurate, consistent and timely information 
in the decision-making and implementation processes of related persons and institutions. 
(James, 1997:154-164)
Due to the importance of transparency and accountability in public finance manage-
ment especially in developed countries recently, there has been an interest in the financial 
condition of public institutions and their use of resources; therefore, the accrual based ac-
counting system which demonstrates financial activities and conditions has become more 
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widely-used while making studies on financial statement analysis produced by this system 
possible. Today, many countries adopt accrual based accounting system in the public sector, 
and proceedings are conducted on the development of analysis methods regarding the fi-
nancial statements of many public institutions. Apart from the vertical, horizontal and trend 
analysis methods that are used in private sector, studies that offer different ratio analysis 
have been conducted due to the differences between public and private institutions. The 
most important studies regarding the matter have been conducted on local governments. 
In accrual-based accounting system, transactions are booked at time of occurrence regard-
less of when the cash flow is. This approach enables transactions related to economic cases 
to be booked and reported in the fiscal year. Accordingly, periodical financial reports fully 
reflect the financial transactions in related activity periods (MFGDA, 2006:13). Thus, it en-
sures a sound infrastructure in measuring whether public resources are used efficiently, ef-
fectively and economically or in other words measuring the performance of public managers 
or whether they are good managers or not. (Karaarslan, 2004:43)
With the application of the Accrual Based Accounting System, comprehensive finan-
cial reports are prepared for general administration sector and to be disclosed to the pub-
lic (Karaarslan, 2005:61). The financial statements that are prepared within the context of 
accrual based accounting are going to provide information required by a transparent and 
contemporary administrative system. Therefore, the system suggested by the Law No.5018 
anticipates the preparation of financial statements with classified accounts. Classifying ac-
counts in a way that allows arranging the statement of financial position and statement of fi-
nancial performance will enable all financial transactions to be recorded. This is important 
for the activities of the people in the position of a manager at public administrations in order 
to be analyzed and assessed and their accountability. Besides, in the first article of the law, 
it is stated that the accounting system will be set up to provide accountability and financial 
transparency. Thus, financial reporting is one of the most important means of providing ac-
countability and financial transparency (Karaarslan, 2005).
Financial reports are prepared to international standards, in the scope of principles of in-
tegrity, reliability, functionality, methodical validity and accessibility, based on data within 
accounting records and by using statistical methods. The general purpose of financial re-
ports is to provide comprehensive information to the users on the financial standing, perfor-
mance and cash flow of an economic unit in the decision-making process of distribution of 
resources. (Karaarslan, 2006:17)
In conclusion, the major purpose of financial reporting is to take economical decisions 
and provide valuable information to various users regarding the financial condition and fi-
nancial performance of an institution in order to make evaluations that will help in the man-
agement of the institution (Rutherford 2000:17). In the public sector, the society as vot-
ers, the elected and taxpayers, consumers and customers, the management and employees, 
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buyers and sellers, government institutions, competitors, lenders, sponsors and granters, 
subsidiaries and partners, rating institutions and other pressure groups are regarded as the 
users of financial statement. (Henley et al., 1992:15-18)
Due to not being requested for financial analysis methods by financial statement users 
in the public sector for many years no studies were carried out on this subject during the 
early periods. Another reason for the absence of improvement of financial statement analy-
sis methods in the public sector was the utilization of a cash based accounting system (Ersöz, 
2011:286)
Because the scope of the cash basis accounting system was narrow and since financial 
statements produced in this system did not contain comprehensive information, it was not 
possible to develop financial statement analysis methods. Lately, with the increase in the sig-
nificance of transparency and accountability concepts in developed democracies, interest re-
garding the financial condition and resource utilization of public institutions increased and 
thus an accrual basis accounting system, which displays financial operations and conditions 
comprehensively, became widespread and studies regarding the analysis of financial state-
ments produced from this system became possible. Today, many countries have transferred 
to an accrual basis accounting system and some of these continue their studies on this sub-
ject. (Ersöz, 2011:287)
The most important studies regarding the development of analysis methods on financial 
statements of public institutions have been carried out on local governments. The reason is 
that, in the United States, where private sector financial analysis methods were first applied, 
local administrations, which realized part of their investments through borrowing, experi-
enced financial crises and bankrupted, thus faced difficulties in repaying their debts (Ersöz, 
2011:287)
In addition to the horizontal analysis, vertical analysis, and trend analysis, which are 
used in the private sector, because of differences between public institutions and the private 
sector, studies that proposed different ratio analysis methods were additionally carried out. 
While some of the ratio analysis studies were based only on financial statement data, oth-
ers also contained socioeconomic indicators such as unemployment and population growth, 
which can indirectly influence the financial condition of institutions, in addition to finan-
cial statement data. The common characteristic of the two analysis systems is that they al-
low financial statement users and decision makers to make evaluations regarding the finan-
cial condition of institutions. (Groves et al.,1981:5)
Firstly, one of the leading studies is the Financial Indicators for Local Governments anal-
ysis system that was developed by ICMA (International City Management Association). This 
analysis method that was developed by ICMA aims to assess the financial condition of local 
government and offers an opportunity to observe changes. The ICMA system, which offers 
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an opportunity to make a General Economic Condition analysis, consists of 12 factors that 
are based on financial statement data and socioeconomic indicators, and 36 indicators which 
represent these factors. Some of these indicators are directly connected to the factors that de-
termine the General Economic Condition, while the factors of political culture and life pol-
itics affect all indicators indirectly. (Groves et al., 1981:5-19) However, since it is a compre-
hensive method, it is not possible to obtain some indicators with financial statement data in 
Turkey. Part of the information can be obtained through the statistical institute or local gov-
ernment resources. ICMA is a model which contains socio-economic indicators besides fi-
nancial indicators. However, some indicator ratios which represent socio-economic factors 
are not possible to provide the financial data produced in Turkey. Obtaining information 
on the financial condition of a local government is possible only after all indicators are ob-
tained, thus the success of institution’ activities and the financial condition of the local gov-
ernment is assessed and predictions can be made. (Özkul and Alkan, 2016)
The other study is the “The 10-Point Test of Financial Condition” developed by Ken W. 
Brown for the determination of the financial condition of small scale local governments. In 
this model, which was carried out to reveal the financial condition of municipalities with 
populations below 100,000, ten key ratios were determined and by applying these to 750 
small scale city data, common measures concerning financial conditions were tried to be 
provided. The determined ten keys were established on four major financial operations of 
cities including income, expenditures, operating condition, and liability structure (Brown, 
1993). Especially, Brown’s 10-point test model was used comparatively for small scale mu-
nicipalities with. For this reason, it is believed that it can be used in the analysis of finan-
cial statements of municipalities that have similar socio-economic infrastructure. Using data 
of metropolitan municipalities in this method would not be meaningful. (Özkul and Alkan, 
2016)
Finally, GASB financial reporting model, which covers all governments and states in the 
US, is one of the first studies created by the GASB Statement No.34, aimed at measuring the 
financial condition of public institutions. There are 11 financial ratios in this study that aims 
to analyze financial statements of local governments, is carried out based on accrual basis 
accounting system, and proposes ratios that can be obtained by using the data of the two ba-
sic financial statements: Statement of Financial Position and Statement of Financial Perfor-
mance. These ratios are used to measure the financial condition of local governments based 
of four different perspectives, including cash solvency, budget solvency, long term solvency, 
and service solvency. The cash solvency is related to liquidity and effective cash manage-
ment. In addition, it is also explained by the ability of the institution to create sufficient re-
sources to pay short term liabilities. Budget solvency is defined as the ability of the insti-
tution to form sufficient income to finance its current or demanded services. Long term 
solvency is defined as the ability to pay long term liabilities on future resources. Finally, 
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service solvency is defined as the ability to provide and sustain services in line with citizens’ 
needs and demands (Honadle et al., 2004:139–176). The GASB reporting model is applica-
ble to metropolitan municipalities in Turkey due to the ease of obtaining all ratios required 
by the models from municipality’ financial statements (Özkul & Alkan, 2016). Therefore, it 
is expected that this study which is carried out using the GASB reporting model, will provide 
a basis for the assessment of a public institution’s financial condition.
In this study, in regards to the use of the new financial reporting model created by the 
GASB Statement No. 34, and based on the studies conducted by Xiaohu Wang, Lynda Den-
nis and Yuan Sen Tu in 2007 regarding the evaluation of financial condition of public insti-
tutions, the creation of a new model will be attempted, and using this model, the financial 
statement data of the Istanbul Metropolitan Municipality, which is Turkey’s most populated 
metropolitan municipality among all local governments within the scope of the public in-
stitutions, will be applied to the financial indicators, and the final results will be analyzed.
The objective of this study is to contribute to the decision makers in the more effective 
use of accrual based accounting systems and performing of financial analysis’ on financial 
statements prepared according to accrual based accounting systems in the public sector, es-
pecially the basic financial statements such as balance-sheets and operational result tables.
II. METHOD
For researching Turkey’s most populated Metropolitan Municipality, the case study 
method was adopted in this study. Thus, a more detailed and data-driven study has been 
carried out for examining the financial condition of public institutions. In the study, the 
statement of financial performance and balance-sheets of the Istanbul Metropolitan Munici-
pality between the years 2006-2014 were obtained as secondary data by discussions with the 
municipality finance directorate. The reason for the selection of 2006 as the starting year of 
data for the study is due to the fact that the transition from cash-based accounting to accru-
al-based accounting, and thus the beginning of preparation of extensive financial statements 
in 2006, with Law No. 5018. The reason for the selection of 2014 as the ending year of data 
was due to the fact that at the time of the study’s start, the most up-to-date published finan-
cial statements were those belonging to the end of 2014.
The indicators developed in the GASB Reporting Model to measure the financial pros-
perity of public institutions were applied to the data of the Istanbul Metropolitan Municipal-
ity that formed the population of the research, and the results were analyzed.
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III. RESULTS
The Istanbul Metropolitan Municipality conducts its accounting activities and prepares 
its financial statements according to the “Legislation on Local Administration Budgets and 
Accounting”, and implements an accrual based accounting system. For the financial condi-
tion analysis, the public institution’s statement of financial position and statement of finan-
cial performance as basic financial statements were used. The numeric data in the financial 
statements were organized according to the Turkish Lira by comparison with previous pe-
riods.
The analysis consisted of 11 ratios, and these ratios are used to evaluate the financial con-
dition of the municipality from 4 aspects; cash solvency, budget solvency, long-term sol-
vency, and service-level solvency. Financial condition is multi-dimensional for municipali-
ties; but within the scope of this study, only financial indicators were kept in consideration. 
At least 2 indicators were used for the reliability of each factor. Thus, different indicators 
were used together to evaluate the same financial factor. The validity of the indicators used 
to measure the financial condition of municipalities was verified by GASB Statement No.34. 
Also, the interaction between indicators used to measure each financial factor was empiri-
cally tested.
III.1. Cash Solvency
Cash solvency related to liquidity and effective cash management. It indicates a institu-
tion’s ability to generate sufficient resources to pay its current liabilities. To measure the cash 
solvency, three different liquidity ratios were used. With the use of these ratios, the short-
term debt payment capability, an important indicator of financial condition, is determined. 
If municipalities cannot pay their short-term debts, their borrowings can increase, leading 
to increase in interest expenditure, while also losing credibility. Personnel payments are one 
of the most important expenditure items of municipalities.
Generally, when municipalities fall into a shortage of cash, they prefer not to pay the per-
sonnel salaries, which leads to various social problems. Also, municipalities that delay the 
payments of goods and services they procure can lead suppliers to add a late payment risk to 
the prices for provided goods and services, leading to an increase in the municipalities’ ser-
vice costs in the long-term. In the ratios used to measure the cash solvency, the greatness of 
the value denotes the greatness of the assets available. It shows that the institution has assets 
available to fulfill its short-term liabilities; thus the cash solvency is at a high level.
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table 1. Cash Ratios of Istanbul Metropolitan Municipality
Cash Ratio is the ratio of cash and cash equivalents to short-term liabilities. It is used to 
measure the extent of how much of liquid assets satisfy the short-term debts. This ratio rep-
resents the institution’s urgent need for cash. A decreasing amount of cash and cash equiv-
alents as a percentage of current liabilities is undesirable as it suggests the institution is less 
able to pay its short-term obligations. The cash ratio must be at least 0.20; though for munici-
palities, it is important that this ratio be higher so as not to fall into shortage of cash. In terms 
of years, this ratio was lowest in 2010 as 0.066, and highest in 2013 as 0.323. After 2011, the 
municipality’s cash ratio continued above 0.20; it could be said that the municipality’s cash 
ratio was at a risky level prior to 2011. Additionally, within the scope of Law No. 5216 “Met-
ropolitan Municipality Law”, the İstanbul Metropolitan Municipality is able to borrow inter-
est-free cash from İSKİ (İstanbul Water and Sewerage Administration), its affiliate establish-
ment, in order to finance its cash needs.
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table 2. Acid-Test Ratios of Istanbul Metropolitan Municipality
This ratio is calculated by dividing the total of cash and cash-equivalent by the total sum 
of short-term liabilities. It is deemed sufficient for the acid-test ratio to be “1”. Thus, the 
short-term debts of the municipality can be completely compensated with cash and assets 
that can be quickly changed to cash. It must not be interpreted that the ratio being higher or 
lower than 1 means that the municipality’s liquidity state is good or bad. The debt collection 
periods of the due receivables must also be kept in consideration. It is observed that the Is-
tanbul Metropolitan Municipality experienced cash shortages especially in the years of 2009 
and 2010; but it is seen that it has restored its cash position after the sale of İDO in the third 
quarter of 2011. The acid test ratio has increased after 2010, up to 0.643 in 2011, when it was 
0.327 in 2010.
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table 3. Current Ratios of Istanbul Metropolitan Municipality
Current ratio is calculated by dividing the total sum of current assets by the total sum of 
short term liabilities. This ratio is used to measure the liquidity condition of an institution 
by comparing how much of the institution’s current liabilities can be compensated with cur-
rent assets.
As a rule of thumb, a current ratio of “2.00” is considered sufficient; but to be able to pro-
vide service to the public and to pay of its debts when they are due, a current ratio of “1.00” 
is considered as a safety-limit for the institution’s payment capability. The higher the current 
ratio, the higher the institution’s capability to pay off its debts. The fact that the institution’s 
current ratio is over “1.00” every year shows that it has no problems in paying its short term 
debts and has no liquidity issues. It is also seen that the institution has shown an improving 
trend as the years progress. Especially as of 2011, the current ratio is seen to rise above “2.00”. 
This indicates that the municipality has sufficient working assets.
It has been determined that the institution is in a good position in terms of cash pay-
ment capability and has sufficient assets for its short term liabilities when they are due. The 
three ratios used to measure cash payment capability have shown equivalent scores through-
out the years.
III.2. Budget Solvency
Budget solvency indicates a institution’s ability to generate enough revenues to fund and 
maintain a certain level of services. Two different indicators have been used to measure the 
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budget solvency. One of main indicators of a healthy financial structure is the balance be-
tween income and expenses. The expenditures of the municipality should not be greater 
than its total income, otherwise providing service in the long-term may not be possible. The 
expenses incurred on interest costs to pay back debts leads to a reduction of resources that 
should be used to provide service to the public. As such, budget deficits are not good signs in 
terms of financial condition for municipalities. Therefore, higher values of this ratio mean a 
higher levels of budget solvency.
table 4. Operating Ratios of Istanbul Metropolitan Municipality
Operating ratio, is calculated by dividing the institutions total sum of income by its to-
tal sum of expenses. The institution’s income total is almost two times its total expenses. It is 
observed that this ratio showed a decline only in the year 2009. This ratio indicates the rela-
tionship of inflow from revenues to outflow for expenditures. A high ratio suggests the gov-
ernment experienced a positive “interperiod equity” and is viewed as a positive factor. Oper-
ating ratios greater than 1.00 indicates a budget surplus, or less than 1.00 indicates a budget 
deficit.
It is generally expected for the operating ratio to be above “1.00” for municipalities, 
meaning their income is almost equal or more than their expenses. Otherwise, budget defi-
cits will negatively influence the municipality’s’ financial condition; but if the budget deficits 
are because of investments and the investment costs are lower than their benefits, this can be 
regarded as a positive development. Additionally, due to their function of providing service 
to the public by spending their incomes, municipalities do not have a goal regarding savings.
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This is why it is expected that the total income should be greater than the total expenses, 
thus having a ratio higher than “1.00”, later on to be followed by investments. The positive 
difference between the municipality’s income and expenses can be spent for tangible assets, 
enabling them to conduct public investments.
table 5. Surplus (Deficit) per Capita of Istanbul Metropolitan Municipality
This ratio is calculated by dividing the budget deficit or surplus by the population. This 
ratio shows the budget deficit or surplus per capita in the area of the municipality. Clearly, 
a larger value for these ratios indicates a higher budget solvency. Therefore, the ratio being 
a positive number is a good sign; but it has been determined that between the years 2006-
2009 the institution’s surplus is lower value. The institution’s lowest budget surplus per cap-
ita was in 2007 with a value of 98.865 TL. The greatest budget surplus per capita was in 2014 
with 300.541 TL. The results of budget surplus/deficit per capita show that the institution 
has shown varying performances throughout the years. As a result, institution’s budget in-
come exceeded its budget expenses. Municipality had budget surpluses and an operating ra-
tio >1.000.
As these ratios were taken from the municipality’s statement of operating performance, 
they represent the municipality’s real income and expenses. The table should not be consid-
ered to be cash-flow, as it was made according to records based on accrual principles. For ex-
ample, the budgetary surplus seen in this table can correspond to an apartment or land seen 
in the balance-sheet. The reason for increase in this ratio is due to the increase in the munic-
ipality’s investment accounts and total tangible asset accounts.
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III.3. Long-Term Solvency
Long-term solvency indicates future resource availability of institutions. Three different 
ratios were used to measure long-term solvency. These ratios were designed to measure the 
institutions capability of paying long-term debts. Municipalities can take on long-term loans 
from the treasury or the financial market in order to make big investments; but if the munic-
ipality’s long-term debt payment capability is not sufficient, it might not be able to find new 
funds for necessary investments and sustain its services. Also, even if they manage to find 
funding, they might be forced to pay high interest due to the risk ratios being high; which 
leads to the inefficient use of resources.
Combination of the three ratios used have both positive and negative relationships. Net 
asset ratios have a negative association with long-term liability ratios and long-term liability 
per capita. Both liability ratios have a positive relationship.
table 6. Net Asset Ratios of Istanbul Metropolitan Municipality
Net asset ratio measures institution’s the portion of net assets compared to its total as-
sets. A higher ratio means a higher level of long-term solvency. It determines what percent-
age of total assets is paid for and what percentage of total assets is still classified as a liability. 
This financial indicator provides a clear picture of an institution’s future spending and abil-
ity. Also, it indicates ability to overcome emergencies and down cycles in the economy. The 
closer this ratio is to “1.00”, the less the age of the municipality’s assets. The Istanbul Met-
ropolitan Municipality’s net asset ratio has kept more or less constant throughout the years.
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table 7. Long-term Liability Ratios of Istanbul Metropolitan Municipality
Long-term liability ratio measures o institution’s ability to pay off long-term debt by 
comparing long-term liabilities to total assets. The ratio is calculated by dividing the sum 
of long term debts by the sum of total assets. A higher ratio means lower long-terms debts 
paying capability. Throughout the years, the long term liability ratio has proceeded in low 
levels. The fact that this ratio, which shows with how much of its total assets the munici-
pality can pay off its long-term debts is low, means that the municipality is in good condi-
tion. Higher ratio indicates lower level of ability to pay off long- term debt or a strain on 
future resources.
It is seen that the value of this ratio reached its peak in 2011, meaning that the munici-
pality could have paid off its long-term debts with just 10% of its assets that year. The mu-
nicipality’s debts have increased considerably throughout the years due to the transportation 
related investments; but the municipality is able to manage the debts with successful liquid-
ity management.
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table 8. Long-term Liability per Capita of Istanbul Metropolitan Municipality
This ratio is calculated by dividing the sum of long-term liabilities by the population. 
Similar to prior ratio, a higher ratio means lower long-term debt paying capability. As this 
ratio denotes long-term debt per capita within the boundaries of the municipality, it is good 
that it is low. Higher levels of debt per person indicates a declining level of long-term sol-
vency. It also suggests declining levels of service delivery as a whole over the long-term. As 
the long- term liability ratio, the long-term debt per capita within the municipality’s borders 
was around 350 TL as of 2011.
If long-term debt is increasing as population stabilizes or declines, debt levels may be 
reaching or exceeding the government’s ability to pay (assuming that the ability to generate 
revenue and repay debt is directly related to population size). A high ratio is not inherently 
bad, however, and must be considered in the local context. Governments can and should 
wisely use debt. A government can have a ratio of zero, for example, but lag in the provision 
of important services and infrastructure replacement.
III.4. Service-Level solvency
Service-level solvency measures municipality’s ability to pay and to sustain its existing 
service levels. Three ratios were used to measure service level solvency. The first ratio is the 
municipality’s tax revenue per capita, the second ratio is the total income per capita, and the 
last ratio is total expenditure per capita. While the expenditure per capita ratio is an indica-
tor of the cost of the service per resident, the tax per capita ratio and revenue per capita ra-
tio denotes tax burden, and revenue burden of residents.
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If short-term expenditures are high, then the quality and quantity of current services may 
decrease in the long term, or if the taxes and other incomes are high, increases in income 
may not be attainable; because the situation may lead to the citizens react negatively.
table 9. Tax per Capita of Istanbul Metropolitan Municipality
Tax per capita ratio measures the relationship between taxes paid per resident of the pop-
ulation. The ratio is calculated by dividing the total taxes by the population. This ratio de-
notes the average amount of taxes collected from a person. It also provides a calculation 
to determine how much tax burden per resident in the area is collected to cover liabilities 
and expenses. The taxes that the municipality is tasked with collecting as income consist of 
property taxes, environment taxes, announcement and advertisement taxes, entertainment 
taxes, fire insurance taxes, communication taxes, electricity and gas taxes, and consump-
tion taxes. Municipalities can generate substantial income from collecting taxes from areas 
that are given to them by the central governing body. Taxes are the municipalities’ most im-
portant income sources. According to a research conducted by examining municipalities’ fi-
nal accounts, it was seen that the most important type of tax was the property tax, with sec-
ond place being electricity and gas tax, followed by environment tax as the third. As of 2010, 
the tax income of the Istanbul Metropolitan Municipality has shown an increase of around 
25%. Whereas the tax per capita in 2009 was 6.542, in 2010 it has risen to 7.658, and to 8.709 
in 2011. On average, approximately 6 TL of tax is collected per person. In order to say that 
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this ratio is low or high, it would be more appropriate to compare it with other municipali-
ties’ ratios.
table 10. Revenue per Capita of Istanbul Metropolitan Municipality
Revenue per capita ratio compares the current income base of all public funding associ-
ated with population change. It also provides a calculation determining how much total rev-
enue was collected per resident of municipality to cover liabilities and expenses. The biggest 
portion of the Istanbul Metropolitan Municipality’s revenue (72%), consists of the shares 
from budget tax revenues, shares taken from other institutions, income from interests and 
fines (all together, “Other Sources of Income”).
Revenue per capita shows an increasing trend. A high ratio, and increasing trend, in rela-
tion to expenditure per capita, is generally desirable for local government. A high ratio sug-
gests the government has reached the limits of its revenue generating capacity, reducing its 
flexibility for obtaining additional revenues. Similarly, a low ratio, is generally undesirable 
but may suggest the government has greater capacity to acquire additional revenue. In or-
der to be able to create a strategy and determine how important it is, the decrease in revenue 
per capita must be analyzed. Although revenue per capita shows different trends on different 
population categories, it is a tool to compare municipalities that are in the same population 
category. The increase in the revenue per capita is a positive development. A higher revenue 
per capita means the municipality will be able to spend more money to provide services to 
those people. Revenue per capita trends can help users to predict institution’s ability to pro-
vide services to its community or find a cause and effect relationship.
170
Fatma ÖZKUL • Betül Şeyma ALKAN
table 11. Expenses per Capita of Istanbul Metropolitan Municipality
This ratio compares the current expenditure base of all public funding associated with 
population change. This ratio is an important indicator to measure the institution’s level of 
sustainability of its provided services. Also, this ratio indicates the cost of providing services 
per capita. Increase in the expenditure per capita is important, as it can mean an increase 
in the amount of provided services. But, over time it reflects changes in expenditures rela-
tive to changes in population. A high ratio may indicate inefficiency or that cost of services 
may eventually exceed residents’ ability to pay for services. The municipality’s most import-
ant expenditure item is the personnel costs. This is why the article of the law mentioned be-
low must be kept in consideration in terms of the municipality’s expenses. Expenditure per 
capita trend can provide information to find causes of changes and provide solutions to cor-
rect a situation if needed. As a result, according to the comparative financial condition anal-
ysis conducted throughout the years, the Istanbul Metropolitan Municipality is observed to 
be in good condition as of 2011. It is possible to develop new ratios according to needs. They 
are important as they guide financial statement information users, auditors and the general 
public.
Ratio analyses can be presented with strategic plans and activity reports that are prepared 
within the scope of the municipality’s accountability. Thus, the institution can ensure the 
comprehensibility and reliability of the financial analysis it presents to the public, in addi-
tion to the information it is already supposed to give out in its activity reports. The fiscal in-
formation regarding the municipality’s assets and resources, budget deficit/surplus and debt 
structure must be presented in a way that is detailed yet understandable by all information 
users in the form of figures and graphs, allowing them to compare current and past periods. 
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Presenting of all the necessary and detailed information that is sufficient for analysis to the 
information users shall be ensured with the financial analysis section that will be included in 
the activity report or the strategic plans.
IV. CONCLUSION
The public finance management system in Turkey changed from top to bottom with the 
Law No. 5018 “Public Finance Management and Control Law”. The most important change 
the Law brought along with it was the organization of the system based on the concepts of 
transparency and accountability, which directly correlates to the quality of a democracy. An-
other regulation is the switchover from the cash based accounting system to accrual based 
accounting.
The accrual based state accounting system did not only allow proper recording of all the 
activities of public institutions. It also made obligatory the preparation of detailed and ex-
tensive financial statements, enabling such information to be used in decision-making and 
activity evaluation processes; but the analysis of the financial statements is also necessary in 
order to complete the evaluation of the financial status’ of public institutions. Even though 
detailed and extensive financial statements are prepared in private sector accounting, the de-
cision makers do not use financial statement analysis techniques in the evaluation and deci-
sion making processes.
In the USA, financial analysis studies especially in local governments began earlier and 
important progress was made, whereas in our country, studies and applications regarding 
the performance of local governments only began after the 2000’s. These studies are still in 
the beginning phase and the sets of indicators for local administrations have unfortunately 
not been fully determined, and data related to this is not reliable.
With the increase in the importance of localization of public administration, local gov-
ernments have become more prominent. Among local governments, metropolitan munici-
palities have an important part, and it is possible to say that resource management in these 
administrations has made progress. As part of this importance, it is necessary to acknowl-
edge that financial condition analyses are a necessity both for the elected administrators as 
well as the voters.
With the application on the data of the İstanbul Metropolitan Municipality is examined, 
the ratio analyses allow the financial statements to be understood more easily and in a bet-
ter way. The ratios used in the study shed light for information users on the municipality’s fi-
nancial condition by measuring cash solvency, budget solvency, long-term solvency, and ser-
vices-level solvency. It has been ascertained that municipality’s cash position has been good 
between 2006-2014, it also can be seen in current assets to meet its short-term liabilities. 
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When the balance of income and expenses are examined, it is seen that the municipality has 
made investments in accordance with the amount of income generated. It is compulsory that 
the balance of income and expenses is continually monitored throughout the operation cy-
cles, and any disruption to the balance be rectified as soon as it is identified; thus enabling 
the implementation of income increasing or expense decreasing counter measures. Accord-
ing to budget results, it is seen that municipality do not have budget deficit. Budget surplus 
indicates amounts used in various fields for municipality’s tangible fixed assets such as land, 
building, vehicle, infrastructure investments.
The municipality’s debts have increased considerably throughout the years due to the 
transportation related investments; but the municipality is able to manage the debts with 
successful liquidity management. The municipality’s long-term debt paying capabilities are 
sufficient as to conduct necessary investments without hindrance. This proves that available 
resources are used in an efficient manner. This situation is important for service-level sol-
vency. In addition, net assets ratio of the municipality is sufficient. When service-level sol-
vency is considered, it is seen that the highest tax per capita ratio is realized in 2013. Taxes 
such as property tax, entertainment tax is municipality’s own revenues. Therefore, increas-
ing in municipality’s own revenues in the period of revenue shortage is important for the its 
financial independence. The highest expense and revenue per capita is realized in 2014. Mu-
nicipality is fairly stable in terms of service sustainability. According to ratio analysis results, 
it seems clearly that the financial position of municipality show a falling tendency in 2009. 
The main reason of this downfall can be shown reason financial crisis which started in the 
second half of the year 2008, but demonstrated the profound effect until the end of 2009. 
Also, local elections in Turkey in March can be shown as the other reason to declining in mu-
nicipality’s financial position which cause to increasing in spending for 2009.
In conclusion, institutions should be encouraged to provide additional data to informa-
tion users for reasons such as the evaluation of the institution’s performance as well as the de-
cision making process regarding the use of resources and assessment of their management. 
Detailed consideration should be given to the institution’s outputs created at the end of re-
porting periods that include financial and socio-economic indicators regarding the institu-
tion’s overall success. Especially municipalities can organize data sets for ratio analyses to be 
used in their activity reports or their strategic plans that are part of their 5-year goals and 
objectives; using these to evaluate their current financial condition, to make future predic-
tions, and monitoring the results of their activities, all together that can be referred to as per-
formance monitoring.
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